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COMMERCE, DEPARTMENT OF
Interim final rules implementing the requirements for auditing state and local governments
have been released by the Department of Commerce (see the 7/26/85 Fed. Reg., pp. 3041823). The rule establishes audit requirements for state and local governments that
receive Federal aid, and defines the Department’s responsibilities for implementing
and monitoring these requirements. For further information contact Robert M. McNamara
at 202/377-5817.

FEDERAL DEPOSIT INSURANCE CORPORATION
L. William Seidman, CPA has been nominated by President Reagan to be Member of the Board
of Directors of the Federal Deposit Insurance Corporation. Following his confirma
tions by the U.S. Senate, Mr. Seidman will become chairman of the FDIC. Mr. Seidman
is currently Dean of the College of Business at Arizona State University. He was
Co-chairman of the White House Conference on Productivity form 1983-84, Vice-chairman
of the Phelps Dodge Corporation from 1976-82, a Member of the Board of Foreign
Scholars at the Department of State from 1977-80, an Assistant to the President for
Economic A f f a i r s under President Ford from 1974-77, Managing Partner of Seidman &
Seidman from 1968-74 and Director of the Federal Reserve Bank of Chicago, Detroit
Branch from 1966-70. Mr. Seidman has been a member of the AICPA since 1953.
Confirmation hearings by the Senate Banking Committee have not been scheduled.
An amendment to the recordkeeping requirements affecting the manner in which insurance
coverage on brokered deposits is determined has recently been proposed by the FDIC
(see the 8/2/85 Fed. Reg., pp. 31380-83). The amendments would require disclosure
in the account records of the bank of the identity of each person having a beneficial
ownership interest in such accounts in order for those persons to obtain insurance
coverage. Data collected by the FDIC have established a clear correlation between
brokered deposits and problem banks. Between 1982 and mid-1985, 80 of the FDICinsured banks that failed held over $1 billion in fully insured brokered deposits.
In two cases, brokered funds represented more than 75 percent of the closed bank's
deposits. Comments are requested by 9/3/85. For further information contact Joseph
DiNuzzo at 202/389-4171.
SMALL BUSINESS ADMINISTRATION
Accounting standards and mandatory financial reporting requirements for licensed Small
Business Investment Companies (SBICs) will be amended by the SBA (see the 7/19/85
Fed. Reg., pp. 29532-88). The proposal addresses the accounting requirements of
Limited Partnership Small Business Investment Companies, and consolidates the account
ing requirements of all SBICs. According to the SBA, the objectives of the proposal
are to reduce the number of forms required in the annual financial report; and, to
provide the necessary forms required for financial reporting of limited partnership
SBICs. Comments are requested by 8/19/85. For further information contact Thomas
Bresnan at 202/653-6783.
TREASURY, DEPARTMENT OF

Returns Relating to Cash Payments in Excess of $10,000 Received in a Trade or Business
is the title of a notice of a public hearing which was recently announced by the In
ternal Revenue Service (see the 7/31/85 Fed. Reg. , p. 30955). The public hearing
will be held on Thursday, 9/19/85 beginning at 10:00 a.m. in the IRS Auditorium, 7th
Floor, 7400 Corridor, IRS Building, 1111 Constitution Avenue, N.W., Washington, D.C.
For further information contact B. Faye Easley at 202/566-3935.
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The $25-a-day penalty for late or incomplete filing of Form 5500-C will be waived by the
IRS, if the form is filed by 9/30/85, the IRS announced 8/1/85. The Tax Equity and
Fiscal Responsibility Act of 1982 requires holders of Keogh plans with only one
participant to file the information form for 1984. The due date was 7/31/85, but
because many of these individuals were apparently unaware of the requirement, the
IRS decided to waive the penalty fee for a sixty-day period. The press release
issued by the IRS announcing the decision also noted that most holders of these small
plans do not have to complete all the questions on the form. For further information
contact the IRS Employee Plans Office at 202/566-3662.
SPECIAL; SENATOR HATCH INTRODUCES RICO REFORM LEGISLATION
"Lured by the prospect of treble damages and attorney's fees, litigants have a strong
incentive to invoke RICO's provisions whenever they can allege two instances of mail
or wire fraud. The defendant, facing financial exposure and the threat of being
labeled a racketeer, has a strong incentive to settle the dispute. Many a prudent
defendant, facing ruinous exposure, will decide to settle even a case with little
merit.
It is thus not surprising that civil RICO has been used for extortive pur
poses, giving rise to the very evils that it was designed to combat." It is with
this opening statement that Sen. Orrin Hatch (R-UT) introduced legislation, S.1521,
intended to amend civil RICO. The measure differs significantly from HR 2943 intro
duced last month by Rep. Frederick Boucher (D-VA) (see the 7/15 & 22/85 Wash. Rpt.).
The Hatch legislation requires private plaintiffs suing under the authority of civil
RICO to have suffered an injury separate from the injury of the predicate acts;
removes mail fraud, wire fraud and fraud in the sale of securities from the defin
ition of racketeering activity, and; provides a judge the authority to award attorneys
fees to a defendant if the judge finds the suit brought by the plaintiff to be friv
olous in nature. Currently there are no hearings scheduled on S. 1521.
SPECIAL; AICPA TESTIFIES BEFORE SENATE JUDICIARY COMMITTEE
The need for Congressional action to correct the civil sections of the Racketeer Influ
enced and Corrupt Organizations Act (RICO) was expressed to members of the Senate
Judiciary Committee at hearings on 7/31/85. Testifying on behalf of the AICPA were
Chairman Ray J. Groves, accompanied by Theron H. Peace, CPA from West Columbia, South
Carolina, and Theodore C. Barreaux, Vice President in charge of the Washington office.
In his testimony, Mr. Groves emphasized that the AICPA was "not in favor of weaken
ing the criminal sanctions directed against organized crime", the original target
of the statute. Mr. Groves stated that the need to amend RICO has become more urgent
since the U.S. Supreme Court ruled that civil RICO can be alleged without a prior
criminal conviction (see the 7/8/85 Wash. Rpt.). Mr. Groves said although the Court
"unanimously agreed that civil RICO had come to be used in a manner not envisioned
by Congress" the Court held that the correction must be made by Congress. He added,
"...the legislative history of civil RICO confirms that Congress intended to create
a weapon in the war against organized crime, and at no time did Congress envision
that it was creating a powerful new weapon to be used against legitimate business
people in ordinary commercial disputes having nothing whatsoever to do with ’organized
crime’.. .Allegations of fraud can easily be framed in almost any business transaction
gone awry...The statute is now being invoked in every kind of litigation where a
disgruntled investigator, purchaser, or business associate can possibly allege that
another party to the transaction did not deal fairly with him." In his testimony,
Mr. Peace said, "Just the mere allegation of a violation of the Federal racketeering
statute could ruin the good reputation of an accountant or accounting firm." The
AICPA witnesses urged changes which would provide that civil claims under RICO should
only be permitted to proceed after the defendant has been criminally convicted of a
RICO offense. Also testifying at the hearing was Rep. Frederick Boucher (D-VA),
who recently introduced legislation, H.R. 2943, which would amend civil RICO to require
a prior criminal conviction before a private action could be pursued.
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Opposition to Chapter 8.03 of President Reagan's tax reform proposal, which would pro
hibit the use of the cash method of accounting for many personal service businesses,
was voiced at a 7/29/85 hearing before the House Ways and Means Committee by represen
tatives of the accounting profession and other affected groups. AICPA Chairman Ray J.
Groves led the testimony by setting out two questions which should be considered when
reviewing the proposal: what new or expanded principles would be introduced into the
tax accounting framework; and would these principles be applied consistently, so that
the result would be a fairer and more equitable tax system. Mr. Groves testified
that "the President’s proposal suggests that the principles of tax accounting and
financial reporting should be the same," but that the "goals of the two systems are
different." He also noted an inconsistency within the Administration's proposal.
The change to the accrual method is desirable, according to Treasury Department offi
cials, because it more properly matches income and expenses among taxpayers, but
another section of the proposal would disallow reserves for bad debts, "even though
such reserves are essential to properly matching income and expenses." Other wit
nesses who followed Mr. Groves in opposing Chapter 8.03 included W. Grant Gregory,
Chairman of the Board of Touche Ross & Co.; John S. Nolan, Esq. of Miller & Chevalier
for the Ad Hoc Group to Preserve Cash Method for Service Organization; N. Jerold
Cohen, Counsel for Service Industries’ Coalition to Preserve Cash Method Accounting,
and Gerald W. Kriegel representing the Associated Builders and Contractors.

SPECIAL: GOVERNMENT SECURITIES BILL TO GO TO HOUSE FLOOR FOR VOTE
"We cannot allow fraud and proven bad business practices in our financial markets. Dealer
bankruptcies have cost investors seme $900 million since 1977. This type of narrowlyfocused, self-regulation mandated by H.R. 2032 is long overdue.
I urge my colleagues
on the Committee to vote favorably on this bill." So stated Energy and Commerce Com
mittee Chairman Rep. John D. Dingell (D-MI) in a Committee mark-up to approve H.R.
2032, the "Public Securities Act of 1985", on 7/31/85. The bill, as approved by
unanimous voice vote of the full Committee, would authorize the creation of a ninemember "Government Securities Rulemaking Board" with the authority to draft rules for
government securities dealers. The Federal Reserve would have the authority to
approve or disapprove its rules, and generally exercise oversight which is similar to
that exercised by the SEC over other self-regulatory bodies such as the National
Association of Securities Dealers, Inc. (see the 7/29/85 Wash. Rpt.). Rep. Timothy
E. Wirth (D-CO), principal author of the final version of H .R. 2032, c o mmented that
for approximately 1½ years, he and others have worked on what he characterized as a
"significant regulatory gap with serious potential for harm to our capital markets."
Rep. Wirth acknowledged the bi-partisan help and support for H.R. 2032 and stated,
"This is a good bill.
It will provide safeguards for investors.
It will go a long
way toward restoring confidence in a market that is critical to our economic health.
And, it will help to maintain the liquidity and efficiency of this important market.
I strongly urge its passage." The bill was passed by voice vote without dissent
and will now be considered by the full House of Representatives. No vote has yet
been scheduled.
SPECIAL: AICPA OFFICIAL HONORED
The Chief Justice of the United States, Warren E. Burger, presided at the swearing-in of
Theodore C. Barreaux, AICPA Vice-President in charge of the Washington Office, as a
Trustee of the Woodrow Wilson International Center for Scholars. The ceremony took
place at the United States Supreme Court on 7/31/85. President Reagan appointed Mr.
Barreaux as a Member of the Board of Trustees of the Wilson Center in the Smithsonian
Institution for a six-year term expiring 10/23/90. This was a reappointment; Mr.
Barreaux has served as a Trustee since October 1979.
In his remarks, the Chief Justice
praised the work of the Center in the development of international political thought.
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SPECIAL: REP. JACK BROOKS DISCUSSES AUDIT QUALITY
"It's up to you to make it work," Rep. Jack Brooks (D-TX), Chairman of the House Govern
ment Operations Committee, said referring to the Single Audit Act of 1984 during his
address to participants at the AICPA National Conference on Auditing Federal Assis
tance Programs to State and Local Governments. He warned that if the single audit
fails to be effective "Congress will be forced to consider other means of assuring
proper audit coverage for federal grant funds— perhaps even a return to grant-by
grant auditing by federal auditors." Internal control reviews, adequate testing for
compliance with federal laws and regulations and submission of complete, accurate and
informative single audit reports were listed by Rep. Brooks as three steps which audi
tors can take to help ensure success of the Single Audit Act. Regarding audit quality
Rep. Brooks said, "A poorly done audit can be worse than no audit at all...There is
absolutely no excuse for sub-standard audit work, and every effort must be made to
correct this problem." He said the Subcommittee on Legislation and National Security
will hold hearings later this year focusing on audits of grants to state and local
governments and non-profit organizations by state auditors and public accounting firms.
Rep. Brooks expects the hearings to "determine the frequency of problem audits...,
pinpoint the root causes of sub-standard work...and identify necessary corrective
measures."

SPECIAL; H.R. 3077 INTRODUCED BY REP. JACK BROOKS
The audit resolution process would be strengthened and the inspector general concept
expanded by legislation introduced on 7/25/85 by Rep. Jack Brooks (D-TX). The bill,
H.R. 3077, would also strengthen the audit function of agencies which do not have a
statutory inspector general by consolidating the audit and investigative activities
in one office. Rep. Brooks, who is the chairman of the House Government Operations
Committee to which H.R. 3077 was referred for consideration, commented about his new
bill before the AICPA National Conference on Auditing Federal Assistance Programs
to State and Local Governments. Rep. Brooks said his bill corrects a "serious flaw"
in the Office of Management and Budget's definition of audit resolution. H.R. 3077
defines "resolution" as the "completion of corrective action." The bill would require
the use of this definition by QMB and the agencies, according to Rep. Brooks, and
would be achieved as soon as possible after an "audit determination" had been made.
An audit determination, or the decision on the corrective action to be taken on audit
findings, is required to be made within six months, under the terms of H.R. 3077.
The measure would also authorize an inspector general for the Departments of Treasury
and Justice and for the Federal Emergency Management Agency.

SPECIAL; AICPA TO HOLD CONFERENCE ON GOVERNMENT AUDITING
The Second Annual AICPA Governmental Accounting and Auditing Update Conference has been
scheduled for 9/22-23/85 at the Key Bridge Marriott Hotel in Arlington, VA. The con
ference features updates in Accounting and Auditing including GASB, AICPA and GAO
current developments. The key note address will be delivered by Rep. David S. Monson
(R-UT), CPA. The Lieutenant Governor for the State of Utah, W. Val Oveson, CPA will
join the conference to discuss professionalism in Government Accounting and Au d i t i n g .
Other topics of the conference include lectures on internal contracts and implemen
tation of single audit. Recommended CPE credit is 9 hours. For further infor mation
contact the AICPA Meetings Department at 212/575-6451.
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SPECIAL; ASSOCIATION OF GOVERNMENT ACCOUNTANTS CONFERS AWARDS
Distinguished Leadership Awards, conferred on individuals in government service "who have
provided sustained outstanding leadership in financial management over a period of
years, resulting in notable contributions to financial management" have been confer
red on Frank L. Greathouse, CPA, Edward J. Mazur, CPA, and Charles L. Dempsey, accord
ing to a recent announcement by the Association of Government Accountants. Mr. Great
house is the Director of State Audit, State of Tennessee. He has been an AICPA mem
ber since 1979. Mr. Mazur is the State Comptroller, Commonwealth of Virginia. He
has been an AICPA member since 1975. Mr. Dempsey is associated with the firm of Alex
ander, Grant and Co. and was formerly Inspector General, Department of Housing and
Urban Development.

For additional information please contact Gina Rosasco, Shirley Hodgson, or
Nick Nichols at 202/872-8190.
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